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1.  Introduction 
1.1  On  12  Apri I  1992  the  Spanish  Government  notified  the  Commission 
of  a  plan  to  restructure  the  Spanish  special  steels  company 
Sidenor,  incorporating Acenor  and  Foarsa. 
1.2 The  plan  Involves  Acenor  and  Foarsa  ceasing  their  activities, 
which  would  be  taken over  by  Sidenor,  and  comprlses.a  number  of 
industrial,  commercial,  financial  and  social  measures  which 
should  allow  Sldenor  to  achieve,  by  1995,  adeQuate  operating 
results to  achieve  vlabl I lty. 
According  to  the  Spanish  Government,  the  total  cost  of  the  plan 
w  i I I  be  ·  89  b i I I ion  pesetas  (634  mecus).  s i nee  the  financing 
of  the  plan  Includes  aid  elements  that  are  Incompatible  with 
Article  4(c)  of  the  ECSC  Treaty  and  with  the  provisions  of 
Commission  Decision  3855/91/ECSC  (the  current  Steel  Aids  Code) 
these  measures  can  be  authorised  only  If  the  Commission  adopts 
a  derogation  decision  under  Article  95  of  the  ECSC  Treaty, 
which  reQuires  the  unanimous  assent  of  the  Counci I  and 
consultation of  the  ECSC  Consultative  Committee. 
2.  Description of  the  company 
2.1  Sidenor  (which  is  owned  Jointly  by  the  Spanish  publ lc  bank  BEX 
and  the  Spanish  state  holding  company  INI)  was  set  up  in  early 
1991  as  a  management  company  to  co-ordinate  the  activities  of 
Acenor  (80%  owned  by  BEX)  and  FOARSA  (100%  INI)  with  a  view  to 
their  eventual  merger. 
2. 2  The  Group  is  present I  y  active  in  three  product  areas:  hot-
rolled  long  products  made  of  unalloyed  and  alloyed  steel; 
forge  and  foundry  products;  and  hot-ro II ed  products  made  of 
stainless steel. 
Acenor  has  five  integrated plants  (each  comprising electric arc 
furnaces  and  rolling  mills)  situated  at  Basauri,  Vitoria, 
Hernani,  Llodio  and  Larrondo  in  the  BasQue.  Foarsa  comprises - 2  -
one  plant  at  Reinosa  only  in  the  Cantabria.  Five  of  the 
rol I ing  mil Is  (Basauri,  Vitoria,  Hernahi,  Llodio  and  Reinosa) 
I 
are  dedicated  to  unalloyed  and  alloyed  long  products,  with 
I 
stainless  steel  being  manufactured  only  in  Larrondo. 
Produc·t i·on  o·f  ·forge  and  foundry  pi.eces  is  lar·ge:ly  concentrated 
in  Re inosa  .. 
Ace  nor  and  Foa r sa  .are·  in  regions  lacing  economic  and  ·soc i a: I 
prob Lams  as  f.o I lows: 
Acenor  has  pI ants  in  Vi zcaya,  ATava  ·and  ~Gu i puzcoa;  a I I  three 
I 
ar.e  eligible  •for  na~t,ional  regiona.l  .aid  under  Article ·.92-.3(c) 
and  are  Obj~ctive 2 .regiuns.  GOP  per  i~habi1ant  (~986-1990)  is 
85.3,  104  .. 9  and ·92. 1 ·respectively ~cEuro I  r2  =  1 00) .•  unemp'loymen·t 
.r.ates  ( 1:987-91)  are  224.2,  ·211. 5  and  2·25. 6  respective I y  '(Euro 
:12  ....  100) . 
.  Foar:sa  is  based  in 'Cantabria  whose  'GDJ  per  inhab.i•tant  (:1986-
1990)  is  '·69.9  CEuro  l2  ...  100.)  :wi-th  :an  .unemployment  ;rate  at 
195.3  (Euro  t2  .,.  'lOO.) ..  :can'tabria  is I eligible  'for  :national 
re_giona'l  .a·id  ·under  Art icte  92.3(c)  and  ·is  an  ObJective  2 
reg  i~on. 
Oec'lared  curr.·ent  PMP.capacLty  b.y  plant 'is  as·f.ollows: 
.Basaur:i  Mi\tor ia  lod to  Her.nan•i  •Rl.nosa ·Lanondo 
L.i QU'id  •stee!l  348  ·489  '277  :228  '200  '95  T637 
H0t  -roll:ed 
,products  221  ·452  254  125  ;120  60 
Forgings  and 
castings  1'5  40  55 
In  1991,  total  Sidener  group  sales  amounted  to  542;000  tons. 
3.  Finan~ial  Performance 
3.1  our ing  the  period  1984-'88  Acenor  and  Foarsa  underwent 
restructuring  measures  from  which  they  rogether  benefiled  from 
state aids  total I ing  over  70  bi 11  ion  pesetas  (500  mecus0. - 3  -
3.2 Despite  the  previous  restructurings  and  the  1991 
reorganisation,  the  financial  performance  of  the  Group  has 
continued  to  deteriorate.  In  1990,  the  net  losses  of  Acenor 
and  Foarsa  combined  amounted  to  11.1  billion  pesetas  (79.3 
t.tECU).  In  1991,  reflecting  the  .general  downturn  in  the 
European  special  steels  market,  performance  further  worsened, 
with  combined  losses  increasing  to  17.8 bil I ion  pesetas  (127.1 
t.tECU)  on  a  gross  turnover  of  45.2  bi I I ion  pesetas  (322.9 t.tECU). 
3.3 Acenor's  performance  has  been  particularly  bad  (with  losses  in 
1991  of  14  billion  pesetas  (100  t.tECU)).  In  July  this  year, 
following  a  number  of  complaints  from  the  market  about  Acenor's 
pricing behaviour,  the  Commission  decided  to open  the  procedure 
provided  for  in  Article  6(4)  of  the  Steel  Aids  Code  to 
Investigate  certain aid  measures  (in  the  form  of  the  foregoing 
by  BEX  of  capital  and  Interest  repayments  on  loans)  granted  to 
the  company  Illegally,  I.e.  without  prior  notification  to  the 
Commission,  allowing  the  company  to  continue  to  operate 
despite  its serious  financial  difficulties. 
4.  The  Restructuring  Plan 
4.1  In  the  light  of  the  group's  precarious  financial  position  a 
restructuring  plan  was  developed  (with  the  assistance  of 
independent  management  consultants)  during  1991  based  largely 
on  the  1990  operating  performance  of.  the  two  companies.  The 
plan  proposes  that  Sidenor  assume  the  activities of  Acenor  and 
Foarsa.  Its main  elements  can  be  summarised  as  follows: 
(a)  the  closure of  Llodio  and  Hernani; 
(b)  a  reduction of  the  labour  force  from  4725  in  1990  to  2,880 
in  1995  (a  39%  reduction); 
(c)  improved  capacity  uti I isation  and  productivity  at  the 
remaining sites; 
(d)  industrial  and  commercial  investments  total I ing  approx.  ·30 
bi I I ion  pesetas  (214m  ecu)  (in  the  I ight  of  changed  market 
conditions  since  the  plan  was  drafted,  the  company  has 
subsequently  decided  to  scale  down  these  investments  to 
approximately  20  bi I I ion  pesetas  (142.9 t.tECU)); 
(e)  an  increase  in  de I i ver i es  to  709,500  tons  per  annum  by - 4  -
1995. 
Capacity 
4.2  In  terms  of  capacity,  the  plan  envisages  a  total  capacity 
I  reduct ion  in  t iquid  steel  and  hot-rot led  products  of  505,000 
tons  (from  a  current  PUP  as  declared  to  the  Commission  of 
1,637,000  tons)  and  379,000  tons  (from  a  current  PUP  of 
1,232,000  tons)  respectively  through  the  closure  of  Llodio  and 
Hernani,  as  shown  in  the  table  below: 
Plant 
Hernani 
Llodio 
Total 
(in  thousand  tonnes) 
Liquid  Steel 
228 
277 
505 
Hotrolled 
125 
254 
379 
4.3 This  represents  a  reduction  in  overall  capacity  of  31%.  It 
should  be  noted  that  the  industrial  plan  is  already  being 
implemented  (the  steel  shops  closed  oderations  in  late  July 
this  year;  the  rolling  mill  in  Llodib  was  halted  in  mid-
September  and  the  rolling  mi  II  in  Her.na~i  is  expected  to  cease 
in  the  first  quarter  of  next  year  at  the  latest). 
4.4 The  site  by  site  breakdown  of  the  reduction  in  the  workforce 
would  be  as  follows: 
Plant  1990  1995  Reduct ion 
Basauri  870  713  157 
Hernani  554  0  554 
Larrondo  730  413  317 
L I'Odio  564  0  564 
Reinosa  1236  1081  155 
Vi tori a  771  673  98 
5.  Supplementary  Measures  Proposed 
5.1  As  in  previous  similar  restructurilg  cases  independent 
consultants  were  appointed  (jointly  by  fhe  Commission  and  the 
Spanish  Government)  to  assess  the  viabi 1 ity  of  Sidener's 
restructuring  plan. - 5  -
5.2  It  remains  the  Commission's  view,  as  in  the  past,  that  a  steel 
undertaking  cannot  hope  to  attain  lasting  financial  viabi I ity 
if  it  cannot  achieve,  under  normal  market  conditions,  an  annual 
gross  operating  result  of  13.5%  of  turnover.  The  consultant's 
assessment  was  therefore  based  on  criteria  identical  to  those 
appl led  by  the  Commission  during  previous  restructurings of  the 
Community  steel  industry,  namely: 
a  price-cost  squeeze of  2.5%; 
a  minlmulm  depreciation  level  of  7%  In  order  to guarantee  a 
replacement  of  the  activities  on  which  Sidenor's  viabi 1  ity 
is  based  at  a  price equal  to that of  competitors; 
a  level  of  financial  charges  not  lower  than  4-5%  of 
turnover  (a  level  which  was  previously  set  to  reduce  state 
aid  to  the strict minimum); 
a  min I  mum  return . ( 1-1.5%  of  turnover)  on  own  capita I  so 
that  whether  the  capital  stems  from  public  or  private 
sources,  it  produces  a  fair  yield;  and 
realistic  sales  forecasts,  in  view  of  the  very  difficult 
market  conditions prevai I ing. 
5.3 The  consultants  took  into  account  the  company's  deteriorating 
performance  in  1991  and  concluded  that  on  the  basis  of  more 
conservative sales forecasts  (581,500  tons  in  1995,  broken  down 
as  follows:  special  steel  rong  products  508,600  tons,  forge 
and  foundry  products  41,800  tons  and  stainless  steel  long 
products  31,000  tons)  the  plan  should  lead  to  Sidenor's 
financial  viability  by  1995  provided  that  certain  additional 
measures  are  adopted: 
the  disposal  or  closure of  Larrondo; 
additional  labour  reductions  by  1995  in  order  to  further 
increase  productivity  and  cater  for  possible  down-turns  in 
demand. 
5.4 The  closure  of  Larrondo  would  reduce  liquid  steel  capacity  by 
another  95,000  tons  and  hot  rol I ing  capacity  by  an  additional 
60,000  tons.  ltwould also  increase  the  job  losses  by  another 
413  people. - 6  -
6.  Financial  Asoects 
6.1  According  to  the  Spanish  authorities  the  maximum  total  cost  of 
I 
imp I  ement i.ng  the  p 1  an  as  proposed  wou I  d  be  89  b i I I ion  pesetas 
(634 mecus),  broken  down  as  follows: 
bn  ptas  MECU 
Acenor  and  Foarsa  44.6  318.6 
Debt  write-offs 
Social  costs of  closures  24  171.4 
Capitalisation of  Sidener  20.2  144.3 
(i)  Debt  write-offs 
These  comprise: 
For  Acenor 
(a)  debts  in  the  form  of  short  and  long  term  loans  granted  by 
BEX,  which  together  with  interest,  amount  to  28.32  bi I I ion 
pesetas  (202  MECU); 
(b)  social  security  and  tax  payments  totalling  14.44  billion 
pesetas  (103  MECU);  and 
(c)  outstanding  I iabi I ities  to·former  employees  total I ing  4.477 
bi I I ion  pesetas  (32  MECU). 
For  Foarsa 
(a)  Commercial  debt  of  2.411  bi I I ion  pesetas  (17.2  MECU). 
These  deficits  total  49.648  bi 11  ion  pes~tas  (354.6  MECU),  but 
would,  according  to  the  Spanish  authorities,  be  partly  offset  by 
residual  assets of  5.005  bl I I ion  pesetas  (3b.a  MECU),  reducing  the 
overal I  deficit  to  44.643  bi I 1  ion  pesetas  (~19 MECU).  These  costs 
wi  I I  be  written  off,  met  or  otherwise  underwritten  by  the  Spanish 
I 
government  directly or  indirectly  through  BEX  and  INI. 
(i i)  Labour  Costs 
The  figure  of  24  billion  pesetas  (171.4  MECU)  represents  the ( i i i ) 
- 7  -
total  costs of  payments  to  workers  made  redundant  or  accepting 
early  retirement  as  a  result  of  the  plan.  These  costs  wi  I I  be 
met  by  the  shareholders  of  Sidener  (BEX  and  INI)  with  the 
support  of  the  Spanish state. 
Capitalisation of  Sidener 
This  would  be  new  paid-in  capital  of  20.182  billion  pesetas 
(144.3  MECU)to  support  the  company's  operations  (including  its 
Investment  programme,  funding  for  which  could  be  generated 
through  cash  flow)  and  takes  account  of  a  financing  gap  of  6 
bill ion  pesetas,  identified  by  the  independent  consultants  in 
their  appraisal  of  the  plan.  According  to  the  Spanish 
authorities,  the  intention  Is  that  this  injection  will  come 
from  the  private  sector  but  that  at  least  initially  this  will 
be  provided  by  the  existing  shareholders  with  support  from  the 
Spanish  Government. 
6.2 According  to  the  Spanish  authorities,  they  are  entitled  under 
the  Steel  Aids  Code  to  grant  aids  totalling  48  803  billion 
pesetas  (349  mecus),  broken  down  as  follows: 
Residual  book  value of 
closed  instal lations 
Social  costs  (ie 50%  of  total  costs) 
Capitalisation of  BEX  loan  {plus 
interest)  previously authorised 
7.  Position of the  Commission 
The  Spanish  plan  amounts  to state aid 
bn  ptas 
12.988  (92.8  MECU) 
12  (85.7  MECU)' 
23.815  (170.1  MECU) 
7.1  The  financial  position  of  the  Sidener  group  is  clearly  very 
difficult  and  without  the  proposed  restructuring  it  would  be 
unable  to  continue  in  business.  It  is  also  clear  that  the 
restructuring  requires  financing  by  the  State,  either  directly 
or  indirectly  through  the  public  bank  BEX  and  state  holding 
company  INI,  who  are  the  shareholders of  the  company. 
Compatibi I ity with  Steel  Aids  Code 
7.2  Under  the  Steel  Aids  Code  only  the  following  aids  may  be 
considered  compatible  with  the  orderly  functioning  of  the - 8  -
common  marKet:  aid  for  research  and  development;  aid  for 
environmental  protection;  aid  for  the  costs  of  payments  to 
workers  made  redundant  or  accepting  eArly  retirement  arising 
from  the  total  or  partial  closure of  st~el  plants;  and  aid  to 
steel  undertaKings  that  permanently I cease  production.  In 
addition,  aid  for  investment  under  gene1al  regional  aid  schemes 
may  a I  so  be  a I lowed  in  Greece  and  Plor tuga I  C  to  sma I I  and 
medium-sized  undertaKings  only),  provided  that  there  is  no 
increase  in  the  undertaKings'  productidn  capacity;  and  in  the 
former  GDR  provided  that  there  is  a  rJduction  in  the  overall 
production  capacity  of  that  territory.  \AI  I  other  aids  for  the 
steel  industry  are  prohibited  by  Article  4(c)  of  the  ECSC 
Treaty. 
7.3 According  to  the  Spanish  authorities  the  maximum  total  social 
I 
costs  would  be  24  bi I lion  pesetas,  which  would  be  borne  by  the 
State.  Therefore  the  Commission  considelrs  this  amount  as  state 
aid.  Article  56  of  the  ECSC  Treaty  provides  a  possibi I ity  for 
refinancing  part  of  this  amount  from I the  ECSC  budget.  The 
exact  amount  of  the  Community's  contribution  wi  I I  only  be 
determined  after  negotiation  of  a  ~ocial  plan  with  the 
I  Commission  and  w  i I r  depend  on  factors  such  as  age.  I  engt h  of 
service,  retraining  needs,  etc.  Under  the  current  Steel  Aids 
Code  (Decision  3855/91/ECSC)  and  I inKed  to  closures  up  to  50% 
of  the  amount  not  covered  under  Article  56  ECSC  may  be  deemed 
compatible  by  the  Commission  without  requiring  further  Counci I 
I 
approval.  At  this stage  it  is  not  possible  to split  the  sum  of 
24  bi I I ion  pesetas  into  the  above  catego~ies or  to separate out 
the  amount  which  requires  new  aid  app~oval  under  Article  95 
ECSC.  The  ful I  amount  is  included  in  thb  present  proposal  as  a 
maximum  amount  of  social  aid  to be  appro~ed 
I  . 
7.4  As  noted  in  paragraph 6.2 according  to  the  Spanish  authorities, 
the  financial  restructuring measures  include  the  capitalisation 
of  the  outstanding  balance  of  18.290  bi II  ion  pesetas,  plus 
interest,  on  a  BEX  loan,  which  was  previously  approved  under 
the  terms  of  Protocol  10  to  Spain's! Treaty  of  Accession. 
According  to  the  Spanish  authorities,  the  foregoing  by  BEX  of 
capital  and  interest  repayments  on  thils  loan,  which  was  the - 9  -
subject  of  the  procedure opened  under  Article 6(4)  of  the  Steel 
Aids  Code,  referred  to  in  paragraph  3.2,  is  taken  into .account 
in  this capitalisation. 
The  Commission  Is  prepared  to  accept  the  capital isatlon of  the 
outstanding  balance  of  the  loan  is  not.:new  aid,  but  cannot 
accept  that  the outstanding  interest  may  also be  capitalised as 
it  never  provIded  Its  approva I  for  such  an  operation.  The 
latter  constitutes  new  aid  to  be  included  in  ·the  proposed 
Article 95  decision. 
7.5  As  regards  the  proposed  aid  for  closures  based  on  the  residual 
book  value  of  the  closed  instal lations,  under  Article 4.2(c)  of 
the steel  aids  code  such  aids are  I imited  to undertakings  which 
permanently  cease  production,  which  is  not  the  case  here  since 
Sidener  is  controlled  by  the  same  undertakings  that· control 
Acenor  and  Foarsa  (BEX  and  INI). 
7.6 The  Commission  therefore  considers  that  total  maximum  aid  is 
70.5  bi I I ion  pesetas  (505  mecus),  broken  down  as  follows:. 
debt  write-offs  26~3  (187.9  MECU) 
social  costs  24.  (171 .4  MECU) 
capitalisation  20.2  (144.3  MECU) 
Viabi I ity of  the  Company 
7.6  As  noted  in  paragraph  5.1,  the  Commission  and  the  Spanish 
Government  jointly  appointed  an  independent  expert  to  examine 
Sidener's  viability  prospects.  All  the  measures  provided  for 
in  the  pI an  have  been  assessed  from  a  commercia I,  industria I 
and  financial  viewpoint  and  the  Commission  is  prepared  to 
accept  the  consultant's  conclusions  that,  provided  the 
restructuring  plan  is  strictly  followed,  and  the  additional 
measures  proposed  adopted,  the  company  should  return  to 
viabi I ity  in  1995.  According  to  the  consultant's  analysis  the 
company  should on  an  estimated  turnover  of  49.3  bi I I ion  pesetas 
(352.1  MECU)  return  to positive operating  results,  with  a  gross 
operating  return of  13%  [with  depreciation of  6%  over  sales and 
financial  charges of  6.3%]. - 10  -
8.  Conditions  the  Commission  intends  to  attach  to  its authorisation of 
State  Aids 
8.1  The  Commission  takes  the  view  that  the  amount  of  aid  proposed 
is  the  minimum  necessary  in  order  to  ensure  the  viabi I ity  of 
the  plan.  It  also  recognises  that  the  proposed  reductions  of 
31%  in  I iQuid  steel  and  hot-rolled capacities  are  substantial. 
There  are  no  rei iable  statistical  datajrelating  to  the  actual 
EC  special  steels  market,  but  it  Is  ev,ident  that  the  proposed 
cuts  wi I I  contribute  towards  the  reduction  of  over-capacity  in 
the  sector. 
8.2  It  ~s  important  that  these  capacity  reductions  should  be  of  a 
I 
genuine  and  irreversible nature.  In  order  to  ensure  this  it  is 
proposed  that  the  Commission's  Decisibn  should  provide  that 
there  should  be  no  increase  in  the  com
1pany's  overall  capacity 
in  hot  rolled  products  during  the  rdstructur ing  period  (up 
unti I  end  1995)  without  the  Commission·J  prior  approval. 
I 
8.3 Furthermore,  the  Commission  considers  that  it  should  make  its 
approval  conditional  on  the  sale  of  Llarrondo  to  the  private 
I 
sector  or  its  closure  as  recommended  by  the  consultant.  The 
I 
Commission  proposes  that  the  dead! ine  for  disposal  or  closure 
should  be  30  June  1993.  Other  plants  closed  under  the  plan 
cannot  be  sold  for  subseQuent  use  in  Europe.  Provision  wi II 
also  need  to  be  made  for  additional  wor1force  reductions  as  may 
be  necessary  in  order  to  ensure  the  future  viabi 1 ity  of  the 
company.  Precise  detai Is  on  this  aspbct  wi II  be  worked  out 
with  the  Commission. 
8. 4  Furthermore,  as  in  simi I ar  cases  in  the  past,  the  Commission 
Decision  wi II  provide  for  regular  moniltor ing  reports  to  check 
on  satisfactory  implementation  of  the  plan  as  well  as  on  the 
company's  set I ing  prices  (particularly  in  view  of  the  previous 
complaints  from  the  market  about  Acenor's  aggressive  pricing) 
and  the  development  of  its financial  po~ition. 
9.  Conclusions 
9.1  It  is  clear  that  the  proposed  restructuring  of  the  Sidener 
group,  without  which  it would  be  unable  to  continue  to operate, - 11  -
involves  state aids  which  are  incompatible  with  the  Steel  Aids 
Code  and  are  therefore  normally  prohibited  by  Article  4(c)  of 
the  ECSC  Treaty.  In  inviting  the  Counci I  to  approve  the 
intention  to adopt  a  Commission  Decision  under  Article 95(1)  of 
the  ECSC  Treaty  authorising  the  aids  provided  for  in  Sidener's 
restructuring  plan,  subject  to  the  I imits  and  conditions 
described  above,  the  Commission's  objective  is  to  achieve  a 
balance  between  the  Spanish  Government's  wish  to  put  the 
company  on  a  secure  and  vi ab I  e  footing,  taking  into  account 
also  the  social  and  regional  needs  of  the  BasQue  region,  and 
the  need  for  aid  approved  not  to  adversely  affect  trading 
conditions  within  the  Community  special  steels  industry  to  an 
extent  contrary  to  the  common  interest·.· 
9. 2  The  Commission  wi  I I  a I  so  present  this  communi cat ion  to  the 
Consultative  Committee  with  a  view  to  obtaining  its opinion  in 
accordance  with Article 95(1)  of  the  ECSC  Treaty. 
9.3 The  adoption  of  the  Commission's  Decision  should.enable  it  to 
close  the  procedure opened  under  Article 6(4)  of  the  ~teel  Aids 
Code  in  respect  of  aids  already  being  granted  to  Acenor  (see 
paragraph  3.3 above). 
9.4 The  Commission  undertakes  to keep  the  Uember  States  informed  on 
a  regular  basis  of  the  progress  of  the  restructuring  plan's 
implementation. 